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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor

There is a tendency during the tax rush to
establish a cut-off date for outside reading,
with the result that the practitioner fails to
keep abreast of significant changes in tax
trends. For this reason now is an excellent
time to review certain recent cases that may
have a definite effect on future tax planning.

tiplicity of organizational activities. The Tax
Court combined the income of all of the cor
porations other than the decorating firm. This
last corporation did a great deal of work for
unrelated taxpayers, and its separate existence
was not challenged. In its opinion, the Court
stressed the lack of geographical organization.
On the basis of these decisions, then, it would
seem that the creation of multiple corporations
should be contemplated only in those instances
where the business purposes of territorial limi
tation can be sustained.

Side-by-Side Operations

The theory expounded in Hamburgers York
Road, 41 TC 821, discussed in a previous
issue, continues to plague taxpayers. You will
recall that in that case the Tax Court com
bined the income of two corporate entities
operating department stores. The income of
both stores was allocated to one by the Tax
Court under Section 482 on the theory that
the intangible assets of the one store—that is,
reputation and customers—were responsible for
the success of the corporation subsequently
created.
Two recent cases in this area have inter
jected new approaches to the related entity
problem. The first case, V. H. Monette & Co.,
Inc., 45 TC 15, Dec. 27,586 seemed, on the
facts, to be another Hamburgers York Road
case, in that several corporations were created,
all engaged in identical business operations.
Here, however, the Tax Court found in favor
of the taxpayer. The Court stipulated that
Section 482 can be invoked only where income
is shifted and not where the power to shift is
present. A careful reading of the case would
seem to place responsibility for the favorable
decision on the fact that each corporation was
engaged in similar operations within different
geographical locations. As a matter of fact, as
a result of this case there were many editorial
comments to the effect that Section 482 could
probably be avoided in the future if related
corporations in the same location were engaged
in different operations, or if corporations en
gaged in identical operations were operated at
different locations based on sound geographical
divisions.
The above conclusions appear to have been
premature in view of the third, and most re
cent, case. In House Beautiful Homes, Inc.,
TC Memo 1967-51, several corporations were
organized on the basis of separate types of
real estate operations, including development,
sales, building and decorating. The lack of
geographical separation was offset by the mul

Buy-Out Agreements vs. Section 303 Redemp
tions

In any estate planning involving shares of
stock in a closely-held corporation, it is well to
heed the warning of the Estate of William A.
Webber, Sr. v. U.S., D.C. Ky., 1/9/67. While
in all probability this case will be appealed in
view of the very narrow interpretation placed
upon the term “beneficiary,” the case serves
to illustrate a point that might otherwise be
overlooked.
In instances where an individual has a po
tential estate consisting primarily of stock in a
closely-held corporation, the question naturally
arises as to how liquidity of the estate may be
maintained, in order to meet tax and adminis
tration charges, without disturbing corporate
management. The obvious answer is the pur
chase of the stock by the company itself, there
by eliminating the hazards of change in policy
through purchase by outsiders. The plan may
very well have to be financed through “key
man” insurance on the life of the individual
whose stock is to be purchased at death. As
suming, however, that there is no financial
problem at the corporate level, there still is
the question of the type of purchase that
should be arranged.
The Webber case accentuates the desira
bility of the Section 303 route. In this instance,
a complete buy-out of the deceased stockhold
er’s equity was contemplated under Section
302 (b) (3) of the Code. This should have re
sulted in no tax as the purchase price would
also have been the fair market value of the
stock at date of death for estate tax purposes,
and no capital gain or loss would have arisen.
The District Court determined, however, that
there was not a complete buy-out in view of
the fact that the decedent’s son was a bene
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ficiary of his estate, and under the rules of
attribution the son’s holdings in the corporation
were attributed to the estate. Thus, there
had been only a partial redemption and, under
Section 301 (c), the redemption was a divi
dend to the extent of accumulated earnings.
Oddly enough, the executors of the estate
had attempted to eliminate any such possibility
through the immediate discharge of the son’s
claim as a beneficiary before the estate’s shares
were redeemed. The District Court said the
elimination of the bequest to the son did not
alter his role as beneficiary inasmuch as he
might be liable for estate taxes—a rather strin
gent interpretation of the word beneficiary.
The estate’s liquidity requisite could have
been met and the entire problem eliminated
under Section 303 of the Code. If the re
demption was sufficient to cover only estate
and inheritance taxes, debts, funeral and ad
ministration expenses, the redemption (even
though partial) would have been treated as a
sale, subject only to a capital gains tax. As
previously explained, there would have been
no tax in view of the redemption price also
being considered the estate’s basis. Of course,
the decedent’s estate would have had to meet
the requirements of that section of the Code
as to the proportionate holdings, but in most
instances such qualifications will be met in the
case of stock in closely-held corporations.
D. L. B.

which the computer operates and because of
its large memory, a great many audit and in
formation activities can be performed that pre
viously were considered unapproachable.
Some of the many advantages available
through the auditor’s use of the computer
are the following:
“1 . Better knowledge of the client’s system
of procedures and controls.
2.
Coverage of a greater area of activity.
3. Easier achievement of continuous audit
ing.
4. Better use of the exception principle.”4
The possibilities are limitless, and the prob
lems do not stand as high as the faint-hearted
among the accountants would have us believe.

Taxes
As each tax season brings new and complex
tax regulations, more and more people who
used to complete their own returns are now
seeking professional help. Accountants are
completely swamped with tax work now, and
as the coming years seem to promise an evergreater deluge of tax returns, the accountants
are beginning to search for a way out from un
der it all. One way out seems to be through
the use of computerized tax return prepara
tion. An additional push toward computerized
tax service is given by the government’s own
shift to a computer system. This system “puts
each return under a microscope, and any error
or omission detected—inadvertent or other
wise-boosts the chances of a full-scale govern
ment audit.”5
When a client in need of preparation of
his tax return comes to the accounting office,
the accountant can take down the required
information on a specially designed input data
form supplied by the computer service, and
make the major accounting decisions required
as to the handling of certain items. These data
forms are proofread and then mailed to the
processing center where they are run through
the computer on a standard program and re
turned to the accountant with the necessary
schedules, general instructions for the client,
and an audit check indicating possible prob
lem areas. The cost to the accountant is fairly
low and varies with the complexity of the
return.
The computer, besides doing basic compu
tational and clerical work, can also be pro
grammed to calculate whether or not income
averaging applies, whether a joint or separate
return would be better, whether a gain is
short or long-term, and whether there were
any errors or omissions.6
Although most accounting firms prefer to
(Continued to page 14)

The Effect of Computers on
Accounting Firms

(Continued from page 5)
is that the auditor may include every
type - normal or abnormal - of conceiv
able transaction in his tests with relative
ease. And, theoretically, a sample of one
for each type of transaction is as sta
tistically sound as a large number be
cause of the uniformity involved in the
processing of data.”3

There are other problems with the use of
the computer in auditing, of course, such as
the high cost of the initial development of a
computer audit and the need for advanced
planning by the auditor to get the data he
needs off the records before it is erased by
the updating process. These, however, are
problems that must be worked out between
the auditor and his client as they are more
problems of practice than of theory.
Once the major questions and problems of
auditing the computer are resolved, a great
many computer benefits lie just over the hori
zon. Because of the tremendous speed with
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